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OUR PROFESSION LOOKS AHEAD TO THE 1970s
By
Leonard M. Savoie
before
The Fifteenth Graduate Accounting Conference
The Pennsylvania State University

September 8, 1969
University Park, Pennsylvania

OUR PROFESSION LOOKS AHEAD TO THE 1970s

The 1970s are less than four months away.

And

no one has reminded me of the unfulfilled predictions
from my last look-ahead,

so I have ventured to accept

the assignment suggested by the planning chairman for
this conference when he listed my subject as "Our Pro

fession Looks Ahead to the 1970s.”
Such crystal-ball gazing must start with an
effort to foresee what the environmental conditions will
be during the period under consideration.

Some help in

this effort is provided by the eight-year study of the
future by the Institute’s long-range objectives committee.

Results of that study were set forth in John L. Carey’s
book, The CPA Plans for the Future, which has been widely

read and discussed.

The book presents a United States in 1975 in
which:

THERE WILL BE A POPULATION OP SOME 235 MILLION.
THERE WILL BE A GROSS NATIONAL PRODUCT OF MORE
THAN A TRILLION DOLLARS A YEAR.
THERE WILL BE MORE PLANNING BY ALL SIGNIFICANT
INSTITUTIONS — PUBLIC AND PRIVATE.

THERE WILL BE INCREASED BUSINESS COMPETITION
BOTH AT HOME AND ABROAD.
THERE WILL BE A TAX STRUCTURE AT LEAST AS COMPLI
CATED AS WHAT WE NOW HAVE.

THERE WILL BE MORE NON-ECONOMIC ACTIVITIES IN
BUSINESS RELATED TO SOCIAL RESPONSIBILITY, PUBLIC WELFARE,
AND RESEARCH.
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These developments are among the most important

elements in the social-economic pattern that will affect
Instead of slightly over

the accounting profession.

100,000 CPAs as at present, there will be about 150,000
in 1975.

These CPAs will have a much more generally re

cognized and understood responsibility in connection with

almost all significant aspects of measurement and com
munication of economic data.

They will be asked to pro

vide a wide range of management services and in greater

depth.

They will take broader responsibilities in their

audit function, and CPAs’ reports will be used by more

people.

There will be many more computers and other data

processing installations.

In addition to these brief general comments
about the profession and its environment in the 1970s,
I wish to add some observations of my own.

For example, a mood of consumer unrest exists

even now.

It extends beyond the matter of product-per

formance, with which it is most generally associated,

and into the professions.

Just a few days ago the new

Chief Justice of the United States, Warren C. Burger,

told a conference of lawyers that the American people
were "nearing the end of their patience with the American

machinery of justice."

Are the American people nearing

the end of their patience with the American machinery of
accounting because accounting standards, particularly
accounting principles, are not fully adequate to public
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needs?
An organized profession must be responsive to

the needs of the people, or changes will be thrust on it
from outside.

The accounting profession must find ways

to provide the kind of service the public expects.

I

am convinced we will be able to do so.

The American Institute is the organization
within the profession which sets accounting and reporting

standards for the public practitioner.

Therefore, the

Institute plays a key role in the self-regulation of
financial reporting by the private sector.

In a speech at the American Accounting Asso

ciation annual meeting last months Robert Trueblood
observed that one of the most important developments in

the history of the accounting profession was the SEC's
decision not to legislate accounting principles even

though they were given this power.

Rather, the SEC has

chosen to let the accounting profession establish stand
ards, and in turn, the profession has accepted the obli

gation.

This places a tremendous responsibility upon it.

To discharge this responsibility calls for the attainment

of significantly higher technical and ethical standards
in the decade ahead.

If this is done, the profession will

achieve greater recognition as a dynamic and essential

learned profession.
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But it won't be easy to do this.

Standards do
They

not emerge full-blown and ready for implementation.

must be conceived, researched, hammered out, adopted and,

finally, enforced.
Let us take a look at technical areas by function.

Still occupying center stage will be the need
to develop more and better accounting principles.

Pro

gress in this direction has been made by the Accounting

Principles Board.

But a quick look at the Board’s agenda

reveals that much more remains to be accomplished than

has been accomplished to date.
The Board was born in crisis and has been con

tinually beset by crises.

In my view, the prospects

for Board progress in the 1970s will be greatly influenced

by its response to a current crisis.

This one involves

accounting for business combinations and goodwill.

Abuses in this area have become so prevalent
that prompt, corrective action is needed.

This action

will be taken -- whether by the profession itself or by

government.
Pooling of Interests accounting has been dis

credited.

Its excesses have been widely publicized;

exhaustive research has not produced a sound conceptual
basis for it.

The Accounting Principles Board meets the day
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after tomorrow to deliberate further on this subject.

I

expect that substantial agreement will be reached to ex

pose a draft Opinion that will abolish pooling of inter

ests accounting.

This draft will call for purchase

accounting for business combinations, with recognition

of fair values of purchased assets, including goodwill —
and the mandatory amortization of that goodwill against

future income of the combined businesses.

Anything less

than this solution will mean simply a ’’repositioning ”
of the abuses which have become so rampant in recent
years.
A forthright solution to this issue is a pre

mise upon which my other forecasts are based.

If this

solution is not reached, then I predict little progress
for the profession in the development of accounting

principles in the 1970s.

But I am optimistic about the solution to
business combinations.

I think the Board will take a

stand in the public interest.

And therefore I see con

siderable progress in other accounting problem areas.

The APB has a full agenda of items in various
stages of progress:

accounting changes, leases, equity

accounting for less than 50% owned companies, accounting

for investments of life insurance companies, components

of a business enterprise, accounting problems in the
extractive industries, fundamental concepts underlying
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financial statements of business enterprises, and in
terim financial statements.

Projects in the research stage which have been
given tentative approval by the APB planning subcommittee
are:

inventory valuation, accounting for depreciable

assets, accounting for working capital, and financial
reporting for international business activity.

This partial list of projects may sound like

a continuation of the past practice of attacking individual
problem areas one by one.

And it is likely that this

approach will be continued in the 1970s.
But there will be differences.

will contain less detail.

First, Opinions

Second, they will follow re

search findings more closely.

Third, and I say this

hopefully, these research findings will be more soundly

based conceptually.
Members of the APB are aware of the criticism

that Opinions are overly detailed and that the details
do not involve matters of principle.

But the details,

whether matters of principle or not, have been fur
nished because the profession and the public it serves

have needed detailed guidance.

We have just commenced

an unofficial accounting interpretation service to help

provide the detailed guidance and thus relieve the Board

of this chore.

This should make Opinions shorter, confine
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them to major matters, and expedite their issuance.

In

the 1970s, this service should be firmly established
and performing a vital function.

We are now publishing

interpretations on a timely basis in the Journal of

Accountancy.

In the 1970s, we intend to issue the inter

pretations as part of the APB looseleaf service, indexed

to the appropriate APB Opinion text.

Accounting Research Studies will be of greater
help in the 1970s than they have been in the 1960s.

Two

problem areas being researched are of particular signi
ficance, one relating to inventory valuation and the other
to accounting for depreciable assets.

Each of these subjects is receiving attention
now in research studies being conducted by Hod Barden
and Charles Lamden, both partners in accounting firms,
with the aid of accounting educators.

The timetables

call for completion much sooner than the average time
taken by research projects in the past.

It is conceivable

that both could be completed and the APB could begin

development of Opinions on the subjects some time in

1971.
I am optimistic that when these steps have been
taken and the Board has issued its Opinions, we will have
solutions to some of our most vexing problems.
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As to inventories, I really do not expect the

Board to develop detailed rules for pricing products.
But I do foresee either the elimination of lifo as a
basis of valuation or the development of criteria for

distinguishing when it must be used and when it must
not be used.

The work on depreciable assets should lead
to criteria for determining when to use which method

of depreciation.

If criteria cannot be developed, the

Board should state a preference as to straight-line,
declining balance, sum of digits, unit of production.

It is conceivable that all but one method will be

eliminated.

But APB research is progressing on an even
broader and more basic plane.

The Board is well along

in development of an Opinion on the Fundamentals of

Financial Statements.

This is progress somewhat along

lines originally envisioned for the Board — before it
became embroiled in putting out fires.

We have had two research studies on what
accounting postulates and principles ought to be on a

conceptual, articulated basis.

And we have one research

study that takes an inventory of the pronouncements that

constitute generally accepted accounting principles.
But until now the Board has not spoken on fundamentals.
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The draft opinion I refer to will be the first pronounce
ment by the Board on what are presently understood to

be the fundamental concepts underlying accounting and
financial reporting.

It will not break new ground or

introduce concepts the Board thinks ought to be followed.
And I hope it will refrain from rationalizing or wishing
away the inconsistencies and conflicting concepts that

exist.
Even this agreement on "what is" is hard to

reach.

I think that the Board will issue its Opinion,

possibly in 1970.

The significance of this is that it

should help us to take the next step and consider "what

ought to be."
question.

Various ways may be found to tackle this

One approach has already been authorized by

the Board as an Accounting Research Study.

This is a

consideration of all known bases of valuation in finan
cial statements — including historical cost, replacement

cost,
discounted future values and market values.
This research might well lead to major changes

in financial reporting.

I think it is conceivable that

in the 1970s we will see assets carried on a basis more
closely related to current value than the traditional

historical-cost basis.
Even before this research commences, we can
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see value accounting making inroads into financial state

ments.

Investments of mutual funds and some insurance

companies are carried at market value.

The APB itself

requires recognition of market values of pension fund
investments as a factor in determining a corporation's
There is strong sentiment

accrual for pension cost.

among APB members for all companies to carry marketable
securities at market value.

Another major research project is being con
ducted under Institute auspices but not as a part of

the APB program.

This is a study of Basic Cost Concepts

and Implementation Criteria by a team of professors

at Stanford University.

Although stimulated by a

feasibility study on uniform cost accounting standards
for defense contracts, being conducted by the General

Accounting Office, the Institute study is broader.

It

will look into costs for all purposes, including finan

cial statements.

The findings should be of significance

regardless of the outcome of the government feasibility
study.

And the research methodology may point the way

toward a different kind of research in the 1970s.

The

Stanford professors are producing a model for studying

various cost concepts and they propose to test the
model by empirical means.

The decade ahead will see the profession de
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voting more resources to the improvement of auditing
standards.

Often in the past., the CPA has had no

professional standards to guide him in unusual repor
ting circumstances.

What, for example, constitutes

adequate disclosure of information, discovered after

issuance of financial statements, that would call for
correction of the statements?

At present, the auditor

has no guidance on this question.

He may go to manage

ment with the recommendation that full disclosure be

made of the discovered information.

But if management

chooses not to disclose, he is torn between his duty

of confidentiality and consideration of public interest.

The Institute’s committee on auditing proce
dures is about to issue a statement on this subject.

Pre

dictably, the statement will require the auditor to make

disclosure to persons known to be relying on the finan
cial statements, including the SEC and stock exchanges

where it is not feasible for him to contact individual
investors and other individuals.
Another area where disclosure standards are

inadequate is in transactions between a client company

and related companies and insiders.

The committee is

sure to give this subject attention in the 1970s.

Auditing standards can benefit from research
too.

The Institute has

engaged a manager of auditing

research to spend full time in this function.

In the
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1970s, I expect to see much greater resources devoted to

auditing research.

Standards are being developed for other areas
of public practice and this effort will bear fruit in

the 1970s.
While CPAs are governed by the general standards

regarding truth, integrity and competence embodied in the

Code of Professional Ethics, more specific guidelines
clearly are required for the CPA in tax practice.

These

guidelines will enable him to discharge properly his

responsibility to his clients, the public, the government,
and his profession.
The Federal Tax Division's program for issuing

Statements on Responsibilities in Tax Practice is unique
in the area of tax practice.
has a program to match it.

No other professional group

Tax practice statements pre

pared in a forthright and intelligent manner regarding
particular aspects of tax practice will enable the CPA
to render the best service to his client.

At the same

time, the Statements should help to eliminate misunder

standings which taxpayers or the government may have
regarding the nature and extent of the CPA’s responsi

bility.

The principal objectives of the tax practice
responsibilities program may be summarized as follows:
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(a) To identify and develop appropriate
standards of responsibilities in tax
practice and to promote their uniform
application by CPAs;
(b) To encourage the development of increased
understanding of the responsibilities of
the CPA by the Treasury Department and the
Internal Revenue Service and to urge their
officials to promote the application of
commensurate standards of responsibility
by their personnel;
(c) To foster increased public compliance with
and confidence in our tax system through
awareness of the standards of conduct
accepted by CPAs and of reciprocal mea
sures adopted by the Treasury Department
and the Internal Revenue Service.

Attaining these objectives may be difficult.

How

ever, the responsibilities program must achieve its ob
jectives in the best interests of the profession and the

public.

CPAs come in contact with millions of taxpayers.

High moral and ethical standards exhibited by the pro
fession will go a long way in maintaining the public’s

confidence in CPAs and in our tax system.
The Institute's executive committee has just

authorized the Federal Tax Division to establish a perman

ent tax policy committee which will help the Institute

arrive at policy positions on taxation matters.

In

order to develop sound positions, the committee will

need research assistance.

Plans are now under way to

add a tax research specialist to the Institute staff.

Statements on Management Advisory Services began
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to emerge in the beginning of this year.

The two state

ments that were issued thus far represent a footing,
if not the foundation, for more to come.

The committee on management services thought
it logical to begin this enterprise by first establishing
what it is that a member does when he assumes an advisory

or consulting role.

This became the subject of the first

statement - Tentative Description of the Nature of Manage
ment Advisory Services by Independent Accounting Firms.

Once this had been set forth, the committee addressed

itself to how a member achieves competence to perform

the various services rendered in this area of practice.
The next step was to consider the role that
a member assumes when he is engaged as a consultant.

Last week, the committee on management services final
ized a

statement dealing with this subject.
But more statements are needed for guiding

the profession in this area.

For example, there is

need for guidance in assuring that management services

engagements involving fact-gathering,

analysis, and re

commendations are consistent with the ethics of the

profession and that the engagements are conducted in

the most professional manner.

There is a need also

for a statement which will provide a basis for post

engagement reviews.
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Our efforts at raising standards are only
partially worthwhile unless the standards are enforce

able.

Our enforcement machinery lies in the Code of

Professional Ethics.

We now plan to restate the Code,

and this program will be debated in the early 1970s.
The Code will be stated on three levels:

.

.

. Ethical Principles, which will be broad,

generalized statements of the CPA’s responsibilities

and obligations to the client, the public, other practi
tioners and to himself.

.

.

. Ethical Considerations, which will give

the rationale underlying each broad principle and ex

plain why the CPA should aspire to the high level of
conduct set out in the principle.

.

.

. Specific Rules or prohibitions along

the lines of the present Code; these will be submitted
to the membership for adoption just as the present

rules are.
The structure of the Code will, therefore, be

different, more informative, and, hopefully, a real
educational tool.

Several new departures might find their way
into the Code:
(1) the idea that a CPA should be independent
in all professional engagements, not just
in the expression of an opinion;
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(2) the idea that standards of practice in
the management services and tax fields
should be part of the Code, just as
standards of auditing and accounting
principles are now;

(3) the idea that pronouncements of duly
constituted Institute committees es
tablish the standard to which members
must adhere, rather than being an ex
ample of a standard as is now often
the case.
The need for a revision of responsibility for
enforcement is great.

The profession has over 100,000

practitioners, yet the enforcement machinery developed

like Topsy to accommodate jurisdictions which operate

on three levels - Institute, state society and state
board, not to mention SEC and other government agencies.
If a state board suspends or revokes a certi

ficate, why must the Institute and societies conduct
their own investigations and disciplinary hearings?
Isn't this patently duplicatory?

It has been argued

that the Institute's procedures result in a more ob
jective, fair decision than would result from some state
proceedings.

This may or may not be, but it was to en

hance the stature of board decisions that our by-laws
were amended a few years ago to permit automatic dis

cipline of an Institute member based on state board
action.

A joint AICPA-board of accountancy hearing
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may be the answer - although there are legal problems
involved.

In such a hearing, non-members of the board

would be determining the status of the registrant’s
right to practice.
To sum up, I believe the significant devel

opments of the profession during the 1970s will be:
(1) A marked increase in professional guidance
through technical standards in all areas
of practice - accounting and auditing,
tax, and management advisory services.

(2) Greater reliance on research in arriving
at the technical standards.
(3) More concern for the public interest in
the work we do.
With this outlook, I believe it will be

exciting and rewarding to be in the practice of public
accounting in the 1970s.

cially rewarding.

And I do not mean only finan

The social contribution of the pro

fession will add greatly to the quality of life in the
1970s.

